This study aims to investigate the role of Indonesian corporate governance as an effective tool for protecting financial statements users against accounting irregularities. Considering that accounting irregularities might occur in between error and the fraud act, this study reviews the literature on minimizing the seriousness of these reporting incidences. The paper is a replication of Smaili and Labelle (2009) 
Background
A number of financial scandals involving accounting irregularities, including misleading financial statements, have occurred in leading companies in the United States of America (the US) and other countries. For example, Enron and WorldCom presented misleading financial statements that defraud investors, to name but a few. Recently, the investing public was shocked by the newest post-SarbanesOxley (SOX) cases including the 2008 US subprime mortgage and financial institution meltdown. Again, history repeated itself when news of the Madoff case for Ponzi schemes and the Satyam Indian Scandal were publicised in December 2008 and January 2009, respectively. The existence and persistence of such cases have led investors, regulators and academics to try to find ways to reduce such incidences by improving certain dimensions of corporate governance and focusing on red flags in accounting scandals.
In finding ways to prevent the incidence of accounting scandals that lead to economic problems, many scholars have tried to develop a model to explain the corporate governance mechanism and its role in preventing those incidences (Abbott, Park, & Parker, 2000; Archambeault, 2000; Beasley, 1996; Bourke, 2007; Bourne, 2008; Chen, Firth, Gao, & Rui, 2006; Sanbeh, 2010; Smaili & Labelle, 2009 ). These new ideas include: increasing the number and role of independent directors; eliminating Chairman-CEO dualities; and promoting collaboration among governance mechanisms.
Much of the literature shows that incidences of financial misstatement are frequently associated with corporate governance ineffectiveness. However, corporate governance studies have been largely undertaken in one-tier board systems which include a single Board of Directors (BOD). This means research outcomes are difficult to apply in other circumstances, such as two-tier board systems which include a Board of Commissioners (BOC) and a Board of Management where the system separates entirely chairman-CEO dualities (Djonieri, 2010) . Thus, the relationship between corporate governance mechanisms and incidences of accounting scandals such as fraudulent financial reporting in two-tier board systems, cannot be applied using literature from one-tier board systems. A similar study by Smaili and Labelle (2009) was done in a Canadian one-tier board system; an investigation of corporate governance dimensions is needed to extend their findings into a two-tier board system. This study replicates their research in some ways and applied to the Indonesian context.
Previous
research on accounting irregularities has concentrated on one type of irregularity at a time (Abbott, et al., 2000; Beasley, 1996) , and only classified the incidence of accounting irregularities, not the gravity of these incidences. Therefore, it is crucial to identify the level of the misstatement instead of classifying them as a similar incidence (Smaili & Labelle, 2009 ). Accounting irregularities appear across an errorfraud continuum. At one end of the spectrum, accounting irregularities are misstatements caused by unintentional mistakes or errors. At the other end of the spectrum, accounting irregularities are known as fraud, involving those charged with governance (see Figure  1 ).
Asia-Pacific Management and Business Application, 1, 1 (2012):1 -24 Source: Developed from APB (1995) and AICPA (2002) In order to gain more insight into financial reporting practices in two-tier board systems, this paper will use the Indonesian setting that represents the specific environment. Indonesia requires a supervisory board (the BOC) which has responsibility to monitor and advise a board of management (also called the Board of Directors). The BOC is similar to the non-executive board of directors in a unitary board system. Within this system, the board of management leads the company and makes strategic and operational decisions. Thus, the BOC -not the Board of Directors -has the right to obtain any information relating to the firm, to ask for an audience with directors, and to call a shareholders' meeting if necessary. In Asia, Japan and China also employ a similar board system. Even though previous research in governance has been done in a similar institutional setting, there is limited understanding that explains the relationship between governance mechanisms and the level of misstatement in this board system. This study uses Indonesian Capital Market Supervisory Agency (known as BAPEPAM) law enforcement data to determine which governance dimensions might be used to predict the occurrence of accounting irregularities. As suggested by Smaili and Labelle (2009) , the idea is when the incidence is revealed by a market regulator, such as BAPEPAM; this indicates that the firm's governance mechanisms unable to avoid such a misleading financial statement.
The organization of the paper is as follows. First, an Indonesian legal framework of corporate governance and the financial reporting is presented. Second, previous research findings are reviewed to develop hypotheses. Third, samples and research method are outlined. Fourth, empirical analyses and discussion of findings are presented. Lastly, this paper summarises the results and proposes some suggestions for future improvement of corporate governance mechanisms.
Legal Framework And Financial Reporting System

Corporate governance in Indonesia
The nature of Indonesian corporate governance is not separated from its experience of the Dutch-legislation system. The existence of a two-tier board system is a characteristic of company organs in a civil law country. Much of the earlier colonial legislation has continued to affect Indonesia since independence in 1945 when Indonesia based its domestic legislation on local precepts of law and (Achmad, 2007) . This amendment is the second revision of the Company Law since the earlier colonial Commercial Law of 1847 (Tabalujan, 2002) . The amendment is needed to establish the businesses in line with good corporate governance practices.
There are numerous studies exploring corporate governance practices both at macro and micro levels in Indonesia. However, a recent survey by Political and Economic Risk Consultancy (PERC) in 2010 also ranks Indonesia as the most corrupt of sixteen major Asia-Pacific investment destinations. The survey shows that corruption in Indonesia has become a 'serious' problem (Wong-Anan, 2010) . This situation was noted by the World Bank (WB) Country Director a decade ago with poor governance being regarded as a major factor in causing the crisis in Indonesia, contributing to its severity and length (Baird, 2000) . Turning to the micro level, Lukviarman (2004) found that companies were characterized as having: (1) concentrated ownership by individuals or groups; (2) pyramidal ownership structures in a small number of families; (3) family member dominance in boards or executive teams; (4) ineffective oversight roles due to close relationships between shareholders (owners) and the BOC; (5) weak market control since only a relatively small percentage of company shares were being sold in the capital market; (6) relatively high leverage ratios; and (7) many companies under the same ownership. These findings are consistent with the finding of Zhuang et al. (2000) in the context of China. The WB again underlines that corporate governance has been seen primarily as a compliance issue rather than a means of enhancing corporate performance (Baird, 2000) . For these reasons, Indonesia established the National Committee for Corporate Governance (NCCG) in 1999. The main duty of the NCCG is to strengthen, disseminate, and promote good corporate governance principles. Its mission is to instigate and enhance the effectiveness of the application of good governance in order to establish a culture in which good governance principles are internalized, in public as well as corporate sectors.
In the case of implementing good corporate governance principles, the Indonesian government has amended some of its key regulations to form a strong foundation for corporate governance (Achmad, 2007) . Daniri (2000) Table  1 ) (ADB, 2003; Saudagaran & Diga, 2000) . 
BAPEPAM's role on listed firms' financial reporting
BAPEPAM is the main capital market regulator in Indonesia. BAPEPAM's functions are similar to those of the US Securities and Exchange Commission (SEC). BAPEPAM may issue a formal investigation toward a person, a company or an institution that allegedly commits a violation against capital market law and other rules. During the formal investigation, a person or a company may be asked to do and not to do a certain task, such as re-filing a financial statement, by an investigator. When there is proof of acts that harm capital markets, investors and public, then BAPEPAM may conduct a criminal investigation. BAPEPAM's civil investigators might take a case of criminal offence to a court prosecution BAPEPAM has an authority to impose administrative sanctions against cases related to public company disclosure. BAPEPAM is facilitated by the law to deter these misstatement practices by imposing an appropriate administrative sanction ( Figure 2 ). The administrative sanction may be imposed in the form of fines and non-fines. As shown in Figure 2 , a most serious offence may be carried on to a court prosecutor. In accounting irregularities cases, for instance, issuers who are prosecuted are categorized as the most severe case, whereas, fined and warned can be the second and the third most serious acts against disclosure requirements. Investors and public may access the level of cases severity simply by looking at the status of BAPEPAM's sanction.
Research Hypotheses
The study's contribution to existing literature is to fill a knowledge gap by providing a detailed analysis of the relationship between corporate governance systems and accounting irregularities in the Indonesian two-tier board structure. The methods are prepared by adapting the conceptual framework used by Smaili and Labelle (2009) into an Indonesian corporate governance context with two-tier board structure (see Figure 3 ). In Indonesia a Limited Liability Company is required to have a two-tier board, consisting of a BOC and BOD. Under the Company Law 2007, the role of the BOC is to supervise the policies and general operations of company management and advise the company's executives. As a general understanding, the BOC has similar monitoring responsibilities to those of the Anglo-Saxon BOD. The BOC is restricted from participating in making any operational decisions (Lukviarman, 2004; Robinson, 2009; Tabalujan, 2002; Wibowo, 2008) , whereas the BOD is composed of executives who direct all business operations.
An effective BOC plays a crucial role in the corporate governance mechanism to achieve company goals. However, just a few studies have been undertaken concerning the dimensions of an effective BOC (supervisory board). Considering that the function of a BOC is similar to a BOD in a one-tier board system, there are a number of studies that examine characteristics of the board's power, Asia-Pacific Management and Business Application, 1, 1 (2012):1 -24 independence and competence related to the likelihood of accounting fraud. Farber (2005) argues that the presence of financial experts in the boardroom minimizes the tendency of accounting fraud. Beasley (1996) , Beasley et al. (2000a) and Abbott et al. (2004) assert that the proportion of independent directors in fraudulent firms is likely to be smaller than in compliant firms. Other studies also reveal that accounting irregularities are less likely to occur with small board size and long director tenure. Jensen (1993) suggests that when board oversized they are less likely to function effectively because the coordination and process problems overwhelm the advantages gained from having more personnel to draw on.
By comparing to the dimensions of the BOD in a one-tier structure and adapting to Indonesian legal requirements, this study will develop a Board of Commissioners' score to rate the likelihood of accounting irregularities. This score is used to empirically test the following hypothesis: H1: The effectiveness of Board of Commissioners is negatively associated with the gravity of incidence of accounting irregularities.
Effectiveness of Audit Committees
In addition, the system uses board committees to assist the BOC. The NCCG (2006) requires audit committees to assist the BOC in ensuring that a company complies with reporting matters. The audit committee is chaired by an independent commissioner and members consisting of other commissioners and or external professionals. One of the members should have an accounting and or finance background.
Audit committee effectiveness is negatively associated with the occurrence of corporate fraud (Abbott, et al., 2004; Agrawal & Chadha, 2005; Baxter, 2007; Farber, 2005 Kamal (2008) explains that the Indonesian BOCs only have the power to suspend members of the BODs, whereas in Germany they have election and dismissal rights. Furthermore, unlike their German counterpart, Indonesian BOCs cannot permanently dismiss members of the BODs even when they disadvantage the company. Hence, uniqueness of the BODs in Indonesian legislation encourages further questioning of its effectiveness dimensions.
As Indonesia uses a two-tier board system, BOCs have similar dimensions to those of the one-tier Anglo-Saxon BODs. However, there is inconclusive evidence of the effectiveness of Boards of Management in the two-tier system legal environment. Therefore, as Indonesian BODs have similar functions to the CEO and Executive Directors in Anglo-Saxon countries, the effectiveness of Indonesian BODs may be measured by applying a Asia-Pacific Management and Business Application, 1, 1 (2012):3 -25 survey of Executive Directors from the Anglo-Saxon one-tier board system. There are some circumstances under which Indonesian BODs may be able to effectively exercise their duties. Among other things, the Indonesian Code provision (NCG, 2006) mentions that: (1) composition of the BOD shall be of sufficient size to suit the complexity of the business; (2) members of the BOD must be professional in terms of capability and integrity; and (3) the role of the BOD shall cover the main tasks in areas of management, including internal control. Moreover, some scholars argue that executive compensation (Barkema & Gomez-Mejia, 1998) and CEO tenure (Dunn, 2004; Smaili & Labelle, 2009) determine the degree of governance implementation. This study will incorporate the NCCG guidelines and previous research to measure BOD's effectiveness by developing a BOD score to rate the likelihood of accounting irregularities. Therefore, this study develops a score for BOD's effectiveness to empirically test the hypothesis, in an alternative form: H3: There is an association between Indonesian Board of Directors' dimensions and the gravity of incidence of accounting irregularities.
Audit quality
Audit quality is an important attribute in ensuring that market participants have confidence in published financial statements. Furthermore, auditor reputation and independence, existing referral of parent company auditor, change of auditor and auditor tenure are important for maintaining audit quality (Farber, 2005; Johnson, Khurana, & Reynolds, 2002; Myers, Myers, & Omer, 2003; Piot & Janin, 2005) . In addition, as the reputation of the non-Big 4 auditors does not always represent less auditor effectiveness, other attributes of auditors need to be considered.
Change of auditor, referral, and auditor tenure are among the important things associated with audit quality. Firstly, Piot and Janin (2005) state that an occurrence of restatement is frequently proceeded by a change of external auditor. However, a situation where changing the auditor is caused by referral may constitute a better level of audit quality (Branson & Breesch, 2004) . Secondly, longer auditor tenure constrains management's discretion with accounting accruals, which suggests high audit quality according to Carcello and Nagy (2004) . They argue that longer tenure can improve auditor expertise due to superior client-specific knowledge. Therefore, this study will summarize auditor dimensions with an auditor score to test the following hypothesis: H4: The audit quality is negatively associated with the gravity of incidence of accounting irregularities.
Interdependency among Governance Mechanisms
As suggested by Smaili and Labelle (2009) Apart from the aspects of corporate governance above, factors including financial need, presence of block holders and a firm's size are included in the model for this study. This is because financially distressed firms will have the same likelihood of fraudulent financial reporting (Carcello & Nagy, 2004; Wardhani, 2006) as those that are not financially distressed. Non-affiliated block holders on boards and company sizes are other factors influencing ethical behaviour in financial reporting (Chen, et al., 2006; Siregar & Utama, 2008) .
Sample And Research Methods
This section presents the company sample selection, defines the experimental variables and develops the empirical analysis methods to provide tools for answering the hypotheses.
Sample selection and description
The sample consists of 78 listed companies according to BAPEPAM's annual report from 2000 to 2009. Since 2000, listed companies have been considered implementing the first ever country code. In addition, the 10 years period is intended to capture sufficient number of firms that commit to accounting irregularities. Cases related to accounting irregularities are gathered from BAPEPAM's annual report. This study uses BAPEPAM tracking of law enforcement (Figure 2) , to identify the gravity of accounting irregularities. Additionally, corporate governance dimensions are sourced from firm's annual reports.
The gravity of accounting irregularities is based on the type of sanctions imposed by BAPEPAM. Firms with accounting irregularities are categorised into three groups: admonished firms, fined firms, and investigated (prosecuted) firms. BAPEPAM indicates the enforcement action undertaken to issuers who allegedly committed a reporting wrong-doing on its annual reports. BAPEPAM is responsible for law enforcement to protect investors under Law No.8/1995 in the IDX. According to this Act, BAPEPAM is authorised to impose sanctions according to the level of seriousness (see Figure 2) . Finally, companies with no accounting irregularities will be included as control samples. Table 3 . The largest group of companies (34 or 43.58%) are concentrated in the finance sector and the trade, services and investment industry. They are followed by 20 companies (40%) in the manufacturing industry. The consumer goods industry was the third largest with 11 firms (14.10%). 2000 -2009. To create a control group, each issuer in default was matched with a compliant firm on the basis of industry (two-digit JASICA code) and size (total assets). The control sample was paired on size and industry due to these influences on the earnings management (Beasley 1996; Beasley et al 2000a) . If within a two-digit industry a matching sample is not available, a onedigit JASICA code is considered. The firm who committed accounting irregularities and matched firms are of similar size (t=0.462; p-value 0.645) suggesting that the matching method is successful. The average size of fraudulent firms (LOGSIZE) is 27.310 (median 27.560) and 27.270 (median 27.750) for compliant firms. Since size is log transformed, the average IDR value of fraudulent firms is IDR5, 199,955millions (median IDR932, 500millions) and IDR3, 250,668 millions (median IDR1, 122,500 millions) for nonfraudulent issuers. i + ε i ...... ...................................................... Appendix 1 provides the operationalization and summary of research variables.
Empirical analysis methods
Empirical Evidence And Discussions
This section describes the characteristics of firms committing accounting irregularities, and compared with those not doing so, using a means different analysis to compare the two groups. This statistical analysis is used to determine the effectiveness of individual governance dimensions and governance as a system.
Descriptive statistics and univariate analysis
Descriptive statistics and univariate analysis of variables for the effectiveness of BOCs, audit committees, BODs and audit quality for fraudulent firms and compliant companies are provided to reveal how corporate governance mechanisms work in a two-tier board system. Here the statistic descriptive statistics for LAI and the group mean difference is important in understanding how the two-tier system works. Table 2 indicate that firms with accounting irregularities. It comprises none of issuers with LAI = 1; 62 issuers with LAI = 2 and 16 issuers with LAI = 3. The sample frame is also showing that the most used sanction imposed as administrative fine (see Table 2 and Table  3 ). Table 5 below presents the findings related to H1 (see Figure 3) showing that the BOC membership of compliant firms is statistically less than their sanctioned counterparts (t test = -1.522; α = 5%). In addition, the average proportion of unrelated members of compliance firms is 39%, whereas sanctioned firms were 37%. The BOC ownership is higher in sanctioned firms, whereas the existence of block holders is higher in compliant firms. However, the number of seats showing the commissioners' good reputation does not show any statistical difference. Moreover, the BOCs' financial expertise among firms that commit to AI are significantly smaller (t test = 2.279; α = 5%) than those that comply with disclosure rules. This means that financial expert members are more likely to supervise their management team in order to avoid AI. The panel data in Table 5 shows that listed firms appoint more financially literate members on their BOCs, than qualified experts. Firm's chairman headed by both independent and affiliate members showed no statistical difference.
Statistics reported in
Board of commissioners characteristics of
Audit committee characteristic of Table 5 shows that, on average, audit committees consist of three members. In relation to H2 regarding audit committee effectiveness (Figure 3) , both BAPEPAM and IDX require listed companies to appoint audit committees that are at least comprised of an independent commissioner (as chairman) and two outside members, one of whom has an accounting or finance degree. In this study the proportion of unrelated members of both sample groups is statistically the same. In addition, firms that commit to AI have only 17% of audit committee members that are considered expert, whereas the control firms have 37% of expert members. Financially literate members of audit committees in both cases are the same. This preliminary finding indicates that appointing expert members can be more effective in deterring AI, due to the pressure of maintaining their reputations as diligent in assisting the BOCs. Study by Smaili and Labelle (2009) confirms the results.
Findings reported in board of management features of Table 5 indicate that CEO tenure and management attention towards internal control are both dimensions that lower accounting irregularities. The benefit of having a long tenured-CEO is consistent with upper echelons perspective proposed by Hambrick and Mason (1984) . These dimensions are statistically different at 5%. Additionally, the presence of financially literate directors on executive boards shows no statistical difference. Executive directors' ownership is also statistically indifferent as far as this dimension is used to align management and shareholders' interest (Agrawal & Chadha, 2005; Eisenhardt, 1989) . The dimension of BOD compensation shows no difference; and according to the agency theory, this could be an anomaly. The study by Wilopo in Indonesia (2006) also confirms the anomaly result. Audit quality characteristics of Table 5 shows that 40% of the firms to commit AI are audited by a big 4 auditor as compared to 50% in the case of control companies, however, the difference is not statistically significant. It is interesting to note that a large proportion of firms that commit AI have changed their auditor in the period before BAPEPAM detection. Moreover, the analysis shows that a situation where a changing auditor is caused by referral (ttest=2.708; α=5%) constitutes a lower LAI (Branson & Breesch, 2004) . In addition, the control firms seem to have longer auditor tenure than those that commit to AI, but not significantly. Finally, the firms subjected to authority investigation receive less 'unqualified opinion' on their financial statements (t-test=3.786; α=5%).
As in Carcello and Neal (2003) , this study also noticed that a majority of the firms committing AI have negative performance. However, both sample groups show no statistical difference on their block holders, financial need (leverage and ROA) and total assets. In broad-spectrum, the above mean differences analyses are in line with the hypotheses mentioned in this conceptual framework. Table 6 provides ordinal regression results for both the IMs (equation 1 to 4) and the CMs (equation 5 to 7). Each of the IMs assumes the relationship of an individual corporate governance mechanism with the LAI. Hence, the findings might provide an empirical solution in minimising the problem of disclosure non-compliance. In addition, the CMs will broaden the view with regard to the benefit of governance as a system and the synergy among key monitoring tools.
Multivariate results
Effectiveness of individual corporate governance dimensions
Regarding H1 (Figure 2) , the individual equation presented in the IM1 column of table 6 shows that the presence of a BOC member with financial or accounting expertise (BOCexpert) is more likely to avoid AI and reduce their seriousness (α=-0.564, p<0.10). The existence of block holders (ownership>5% of shares) and the presence of other commissioners who are financially competence (but not an expert) are among dimensions that could limit the seriousness of AI. However, these are statistically insignificant. This finding could be seen as an explanation of insignificant Asia-Pacific Management and Business Application, 1, 1 (2012):1 -24 effect of independent BOCs (unrelated) on management misreporting behaviour.
When the appointment of an independent commissioner is used to 'tick the box' only, indeed their presence on BOC will not influence the better level of BOC monitoring roles. This is consistent with Djonieri's argument (2010) that those BOC members in Indonesia are usually influenced by the controlling owners. Even the BOCs' membership comprises non-executive directors only, but the majority of those are related parties. The current IDX listing rule requires at least 30 percent of total BOC to be independent commissioners. Therefore, a 30% of membership is not enough resources to influence the majority of affiliated members in preventing a misreporting behaviour. Shares held by the commissioners (OwnerBOC), commissioners' reputation (NSeat) and BOCs' leadership shows no statistical significance. Therefore, it could be concluded that a presence of financial or accounting expertise on BOCs is an important factor in minimising the seriousness of AI and deterring the future incidences. In the next column, IM2 regarding H2 shows that the presence of financial and accounting experts on the audit committees is negatively associated with the LAI (α=-1.183, p<5%) . This is consistent with other previous studies (Bedard, Chtourou & Courteau 2004; Farber 2005; Smaili & Labelle 2009 ). Next, the appointment of commissioners who are financially literate (auditleader) and the presence of other members with general finance and accounting understanding (auditcomp) are also negatively associated with the misreporting incidences, but the relationships are statistically insignificant. The finding is consistent with study by a Smaili and Labelle (2009) which suggests policy to be tightened.
In Indonesia, BAPEPAM and IDX's listing rule requires that at least one of the members of the audit committee must have an accounting or finance 'education background'. The study result recommends considering 'the experience aspects' in addition to 'the education background' requirement. Concerning H3, IM3 shows the dimension of the BOD. Among other things, CEO tenure and internal control are statistically significant at 10% and 5%, respectively. Longer tenured-CEOs are less likely to engage in risky behaviour by sacrificing his/her reputation. This is consistent with previous studies, especially Echelon Theory (Dunn, 2004; Gray & Cannella Jr, 1997; Hambrick & Mason, 1984) . Then, a positive attitude toward the role of internal control within financial reporting seems to limit the seriousness of AI. This study supports the SOX Act of 2002 concerning an assessment of internal control over financial reporting (ICFR). In addition, shareholding by executive officers (BOD members) positively influence the level of AI (α=7.981, p<5%). As the average of their ownership is as little as 1.8% of total shares, the executive officers may only be concerned with current earnings. Therefore, this situation makes for higher probability that a financial statement could be stated unfairly. The compensation and number of BOD memberships are not statistically significant.
The IM4 concerning H4 indicates that a situation where the listed companies appoint the same auditor as the holding firm (referral) is negatively associated with the level of AI (α=-1.062, p<5%). This referral constitutes another explanatory variable of audit quality where auditing engagement is regarded as free from conflict of interest between executive officers and auditor. This result is consistent with Branson and Breesch's study (2004) . Those audited by big 4 auditors are negatively associated with the level of misreporting behaviour, but it is not significant. Auditor switching and audit tenure are not statistically significant. Change of auditor is not going to lead a high level of an erroneous financial reporting, since this only complies with auditor rotation rules.
In general, the detail results from IM1 to IM4 confirm that accounting irregularities are more serious when: (a) there is absence of a financial expert on the BOC and on the audit committee; (b) a management has a shorter tenured CEO, considerable shares held by officers and weak internal control; and (c) an auditor is appointed by an internal parties without a referral from block holders or parent company. Table 7 provides multivariate analysis in relation to the H5 (Figure 2) . Three integrated or combinative models (CM1, CM2, and CM3) are used to specify whether Indonesian corporate governance negatively affects the LAI. The CM1 determines the simultaneous effect of the BOCs and audit committee, the board of directors, and the audit quality on the LAI. In general, as result of CM1, all aspects of corporate governance dimension are negatively associated with the LAI. However, the simulation reveals that the LAI is more severe when the audit quality is low (auditor_score; α=-0.423; p< 10%) and integrity of the management board weak (BOD_score; α=-1.262, p<5%). The CM1 result also suggests that the overall monitoring role of BOC and audit committee over listed companies' financial reporting was questionable. In addition to the role of each CG dimension, this study also examines the interdependence among the dimensions. The CM2 model determined the presumed synergy between the presence of independent commissioners on audit committees (unrelatedaudit) and audit engagement with big 4 auditors (Big4) on the LAI. However, the interaction effect of this relationship is not significant. The CM3 model shows that the coefficient of interaction term of BOC_score*Audit_score is negative and significant. This provides evidence that a diligent monitoring between BOC and audit committee can reduce the seriousness of misreporting behaviour. The explanatory power (pseudo R-square) of CM3 is the highest among the proposed models. This means that the interdependence among corporate governance mechanism could be deter and reduce the level of accounting irregularities.
Effectiveness of corporate governance as a system
Summary And Recommendations
This study investigates the extent to which Indonesia's corporate governance mechanism acts as an effective tool for protecting the investing public against various levels of financial misstatements. The investigation is conducted by examining not only the occurrence of such erroneous financial reporting but also their seriousness. Using the database of BAPEPAM law enforcement action, this study determines the detail of a serious disclosure offence during the period 2000-2009.
Using univariate analysis, this study finds mean difference among corporate governance dimensions. A listed company with small size BOC and employing financial expert(s) on BOC and their audit committee is less likely to misstate financial information. In addition, there is also the role of top management in preventing accounting irregularities. The study reveals the importance of a sound internal control system and financially competent officer(s) on the board of management. Regarding external corporate governance mechanisms, the source of auditors do not seem to influence audit quality. According to the mean difference analysis, an unqualified opinion and the existence of a 'referral' auditor are significantly higher for listed companies that comply with disclosure requirements.
Further analysis reveals that accounting irregularities are negatively associated with the quality of corporate governance in a two-tier board system. The main contribution of this research resides in ordinal regression which examines the relationship between corporate governance and the seriousness of accounting irregularities occurrences. The level of misstatement in financial information is more severe when: (a) there is absence of financial expert(s) both on supervisory boards and their audit committee; (b) there is a short tenured-CEO with poor internal control systems, and (c) an auditor is solely appointed by the firm's BOC without agreement of the block holders or holding company (known as referral). In addition, an examination of the simultaneous effect of each corporate governance dimension reveals a general weakness of the BOCs and their audit committee. However, the BOC and audit committee could be an effective tool in mitigating the incidence of financial misstatements, when they show a high quality of collaboration.
This study extends previous studies regarding an approach in predicting listed companies that likely publish misleading financial reporting, particularly in a twotier board structure environment. By taking into consideration the nature of accounting irregularities, it not only investigates the causes of such incidences but also their degree of non-compliance. Therefore, this research design allows scholars to focus on the corporate governance dimensions that likely cause the most serious noncompliance with financial reporting requirements. The using of the Indonesian two-tier board systems with regard to its specific governance practices contributes to understanding the role of supervisory boards, audit committees, board of directors (board of management) and auditors. Measurement of board of management' effectiveness that is completely separated from the supervisory board is also included. This study provides insight by using the regulatory enforcement action data as a genuine source to detect the weakness of current governance systems. Therefore, significant results could be synthesized to the above specific corporate governance mechanisms that effectively deter a serious breach of disclosure laws and regulations. Smaili and Labelle (2009) and NCG (2006) 
